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probable that the judgment of a rea-
sonable person relying on the informa-
tion would have been changed or influ-
enced by the omission or
misstatement.

(h) Net realicable value means the net
amount the lender would expect to be
realized from the acquisition and sub-
sequent sale or disposition of a loan’s
underlying collateral. Generally, net
realizable value is equal to the esti-
mated selling price in the ordinary
course of business, less estimated costs
of acquisition, completion, and dis-
posal.

(i) Qualified public accountant means
a person who:

(1) Holds a valid and unrevoked cer-
tificate, issued to such person by a le-
gally constituted State authority,
identifying such person as a certified
public accountant;

(2) Is licensed to practice as a public
accountant by an appropriate regu-
latory authority of a State or other po-
litical subdivision of the United States;

(3) Is in good standing as a certified
and licensed public accountant under
the laws of the State or other political
subdivision of the United States in
which is located the home office or cor-
porate office of the institution that is
to be audited;

(4) Is not suspended or otherwise
barred from practice as an accountant
or public accountant before the Securi-
ties and Exchange Commission (SEC)
or any other appropriate Federal or
State regulatory authority; and

(5) Is independent of the institution
that is to be audited. For the purposes
of this definition the term ‘inde-
pendent’”’ shall have the same meaning
as under the rules and interpretations
of the AICPA.

(j) Recorded investment means the face
amount of the loan increased or de-
creased by applicable accrued interest
and unamortized premium, discount, fi-
nance charges, or acquisition costs,
and may also reflect a previous direct
write-down of the investment.

EFFECTIVE DATE NOTE: At 71 FR 76120, Dec.
20, 2006, §621.2 was amended by removing
paragraph (i) and redesignating existing
paragraph (j) as newly designated paragraph
(i), effective 30 days after publication in the
FEDERAL REGISTER during which either or
both Houses of Congress are in session.

§621.4

Subpart B—General Rules

§621.3 Application of generally accept-
ed accounting principles.

Each institution shall:

(a) Prepare and maintain, on an ac-
crual basis, accurate and complete
records of its business transactions as
necessary to prepare financial state-
ments and reports, including reports to
the Farm Credit Administration, in ac-
cordance with generally accepted ac-
counting principles, except as other-
wise directed by statutory and regu-
latory requirements;

(b) Prepare its financial statements
and reports, including reports to the
shareholders, investors, boards of di-
rectors, institution management and
the Farm Credit Administration, in ac-
cordance with generally accepted ac-
counting principles, except as other-
wise directed by statutory and regu-
latory requirements; and

(c) Prepare and maintain its books
and records in such a manner as to fa-
cilitate reconciliation with financial
statements and reports prepared from
them.

§621.4 Audit by qualified public ac-
countant.

(a) BEach institution shall, at least
annually, have its financial statements
audited by a qualified public account-
ant in accordance with generally ac-
cepted auditing standards.

(b) The qualified public accountant’s
opinion of each institution’s financial
statements shall be included as a part
of each annual report to shareholders.

(c) If an institution disagrees with
the opinion of a qualified public ac-
countant required by paragraph (b) of
this section, the following actions shall
be taken immediately:

(1) The institution shall prepare a
brief but thorough written description
of the scope and content of the dis-
agreement, noting each point of dis-
agreement and citing, in all cases, the
specific provisions of generally accept-
ed accounting principles and generally
accepted auditing standards upon
which the institution’s position in the
disagreement is based;

(2) A copy of the institution’s final
description of the disagreement shall
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be given to the accountant who pro-
vided the opinion with which the insti-
tution disagrees;

(3) The accountant shall have 10 busi-
ness days to develop and provide a brief
but thorough final response to the in-
stitution’s description of the disagree-
ment, including all items believed to
be incorrect or incomplete, and citing,
in all cases, the specific provisions of
generally accepted accounting prin-
ciples and generally accepted auditing
standards upon which the accountant’s
position in the disagreement is based;

(4) Both the institution’s final de-
scription of the disagreement and the
accountant’s final response to it shall
be included in the institution’s annual
report to shareholders directly fol-
lowing the accountant’s opinion of the
institution’s financial statements; and

(5) The institution shall immediately
notify the Chief Examiner, Farm Cred-
it Administration, of any disagreement
with its accountant and shall furnish
the Farm Credit Administration with
the written documentation required by
paragraphs (c¢c) (1) through (4) of this
section.

(d) If an institution selects a quali-
fied public accountant to audit its fi-
nancial statements and provide an
opinion thereon for its annual report
who is different from the accountant
whose opinion appeared in the institu-
tion’s most recent annual report, the
following items shall be sent to the
Farm Credit Administration no later
than 15 days after the end of the month
in which the change took place and
shall be included in the institution’s
annual meeting information statement
and annual report to shareholders for
the year in which the change of ac-
countants took place:

(1) The name and address of the ac-
countant whose opinion appeared in
the institution’s most recent annual
report to shareholders;

(2) A brief but thorough statement of
the reasons the accountant selected for
the most recent annual report was not
selected for the current annual report.
If the change resulted from a disagree-
ment with the accountant, the state-
ment shall describe the institution’s
disagreement with the accountant’s
opinion and the accountant’s final re-
sponse to the institution’s disagree-

12 CFR Ch. VI (1-1-07 Edition)

ment prepared pursuant to paragraph
(c) of this section; and

(3) The identification of the highest
ranking officer, committee of officers,
or board of directors, as appropriate,
that recommended, approved, or other-
wise made the decision to change
qualified public accountants.

EFFECTIVE DATE NOTE: At 71 FR 76120, Dec.
20, 2006, §621.4 was amended by revising para-
graph (b), effective 30 days after publication
in the FEDERAL REGISTER during which ei-
ther or both Houses of Congress are in ses-
sion. For the convenience of the user, the re-
vised text is set forth as follows:

§621.4 Audit by qualified public accountant.

* * * * *

(b) The qualified public accountant’s opin-
ion of each institution’s financial statements
must be included as a part of each annual re-
port to shareholders. The accountant must
comply with the auditor independence provi-
sions of subpart E of this part.

* * * * *

§621.5 Accounting for the allowance
for loan losses and chargeoffs.

Each institution shall:

(a) Maintain at all times an allow-
ance for loan losses that is adequate to
absorb all probable and estimable
losses that may reasonably be expected
to exist in the loan portfolio.

(b) Develop, adopt, and consistently
apply policies and procedures gov-
erning the establishment and mainte-
nance of the allowance for loan losses
which, at a minimum, conform to the
rules, definitions, and standards set
forth in this part and any other appli-
cable requirements.

(c) Charge-off loans, wholly or par-
tially, as appropriate, at the time they
are determined to be uncollectible.

(d) Ensure that when an institution
or the Farm Credit Administration de-
termines that the value of a loan or
other asset recorded on its books and
records exceeds the amount that can
reasonably be expected to be collect-
ible, or when the documentation sup-
porting the recorded asset value is in-
adequate, the institution shall imme-
diately charge off the asset in the
amount determined to be uncollectible.
If the amount determined to be
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